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Reports that the government's supply of foreign reserves have tightened significantly along with
concern that the peso may be overvalued by 10% to 20% are generating widespread debate about
the possibility of a major devaluation of the Mexican currency after the Aug. 21 presidential election.
The prospect of imminent devaluation is in turn generating debate over whether devaluation of the
peso would actually benefit the Mexican economy, independently of whether low reserves and peso
overvaluation justify such a move.
According to economic analysts, the debate over the actual level of foreign currency reserves in the
hands of the government has been fueled by a lack of official reports from the Banco de Mexico
(central bank), which in May of 1993 was given independent decision-making powers separate from
the central government.
Given the lack of official information, a handful of analysts claim that foreign reserves have indeed
dropped substantially since the beginning of the year. They argue that indirect foreign investment
especially through the purchase of short-term Treasury Certificates (Cetes) has not recovered
adequately since the assassination in late March of Luis Donaldo Colosio, former presidential
candidate for the governing Institutional Revolutionary Party (PRI), which slowed the flow of dollars
into the country.
According to one estimate by Mexico City-based economic consulting company Ecanal, as of July 30
the government's total foreign reserves had fallen sharply to US$10.5 billion. The Ecanal estimate
was based on a reported decline of US$8.27 billion in reserves during April, which was triggered by
the Colosio assassination the previous month. In fact, according to some estimates, capital flight in
the seven days following the assassination averaged US$429 million per day.
A second estimate on reserves was reported in El Financiero daily newspaper on July 26. That
estimate, calculated by El Financiero itself, placed the country's total reserves at US$17 billion
somewhat higher than the Ecanal estimate, but still too low to sustain the peso. Finally, a third
estimate by the Grupo Financiero Expansion in early August placed the supply of foreign reserves
at about US$18 billion. In releasing those statistics, however, Expansion pointed out that despite the
seemingly low level of foreign currency, the Mexican government is not yet in a position of having
to consider a major devaluation, since other options are available. These include the possibility of
selling another US$23.5 billion in Treasury bonds (Tesobonos), or dipping into the US$6 billion
credit line offered by the US and Canada after Colosio's assassination in late March.
Still, notwithstanding these estimates, other analysts and economists suggest that the slowdown in
indirect investments after Colosio's assassination has had little impact on the government's overall
supply of foreign currency. Analyst Sergio Montano of the brokerage company Interacciones, for
example, said calculations made by his company showed that Mexico's foreign reserves remained
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at about US$21.5 billion as of the end of May, compared with US$25.4 billion reported at the end of
March. Moreover, Montano said foreign investors resumed purchases of short-term instruments in
June and July, which allowed reserves to inch higher during those months and brought overall levels
nearly back to the level prevailing in March.
Meanwhile, in addition to the debate over foreign reserves, some economists and business
leaders are aggressively pushing for a devaluation based on claims that the peso is overvalued
by 10% to 20%. Economists, such as Jose Luis Calva of the Economic Research Institute (Instituto
de Investigaciones Economicas, IIE), say the peso's overvaluation is encouraging imports of
manufactured goods to the detriment of domestic manufacturers.
Notwithstanding the validity of such arguments, however, many economists believe that a
devaluation would actually worsen the country's problems. They argue that the best option is to
wait for the political and economic climate to stabilize after the Aug. 21 presidential election, which
should lead to a new influx of foreign investment.
In a guest column published in Reforma newspaper, for example, economist Alan Stoga of Kissinger
Associates warned that a dramatic devaluation of the peso would result in large scale capital flight.
That would in turn push up interest rates, which are already at record-high levels.
Similarly, Sergio Martin Moreno of the financial consulting company Macroasesoria warned that
a devaluation would harm the Mexican economy by rekindling inflation and creating economic
instability. He suggested Mexico's trade deficit should be addressed by increasing domestic
productivity, which would reduce a dependence on imports. In addition, he proposed that Mexico
place greater emphasis on developing industries with strong potential for export, such as natural
gas.
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